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DIRECT TESTIMONY OF JOHN M. WATKINS 

(FINAL APPLICATION) 

 BACKGROUND 

Q1. Please provide your name, position, and business address. 

A1. My name is John M. Watkins, and my business address is 1 Water Street, Camden, New 

Jersey, 08102. 

Q2. By whom are you employed and in what capacity? 

A2. I am a Senior Director of Regulatory Services for American Water Works Service 

Company, Inc. (“AWWSC” or the “Service Company”).  The Service Company is a 

wholly owned subsidiary of American Water Works Company, Inc. (“American Water”) 

that provides services to California-American Water Company (“California American 

Water” or “Company”) and its affiliates. 

Q3. Please summarize your educational and professional qualifications. 

A3. I am a graduate of The College of New Jersey with a Bachelor of Science Degree in 

Finance and minors in Mathematics and Economics.  I received a Masters in Business 

Administration, with a concentration in Accounting, from Drexel University. 

Q4. Please outline your business experience. 
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A4. From May 1996 to October 1998, I was employed by U.S. Vision as a Staff Accountant.  

I began my employment with the Service Company as a Rate Analyst for the Region in 

November 1998.  At that time, the Region included American Water subsidiaries located 

in the states of Connecticut, Iowa, Maryland, Massachusetts, Michigan, Missouri, New 

Hampshire, New York, Ohio, Tennessee and Virginia.  In May 2000, I transferred to 

Haddon Heights, New Jersey, in conjunction with the transfer of the Service Company’s 

responsibility for the New England companies which at that time, together with New 

Jersey-American Water, comprised American Water’s Northeast Region.  In July 2000, I 

was promoted to Financial Analyst-Intermediate.  In March 2003, I was promoted to 

Senior Financial Analyst.  In September 2007, I was promoted to Principal Financial 

Analyst.  In November 2010, I was promoted to Senior Manager – Rates & Regulation.  

In this position I led the Rates and Regulation group in supporting rate case filings for all 

American Water regulated subsidiaries.  At that time, I supported filings for American 

Water subsidiary companies located in the states of Arizona, California, Hawaii, Indiana, 

Illinois, Iowa, Kentucky, Maryland, Michigan, Missouri, New Jersey, New Mexico, New 

York, Pennsylvania, Ohio, Tennessee, Texas, Virginia and West Virginia.  In April 2012, 

I was promoted to Director Regulatory Services.  In this position my duties consisted of 

reviewing, preparing and assisting in regulatory filings and related activities for all of the 

regulated subsidiaries of American Water.  In June 2014, I transferred into the position of 

Director Rates and Regulatory Support.  In January 2017, I was promoted into the 

position of Senior Director Regulatory Services.  

Q5. Have you testified before any regulatory agencies with respect to regulatory matters? 

A5. Yes.  I have testified before the regulatory commissions in Connecticut (Case 99-08-32), 

Massachusetts (DTE 00-105), Missouri (WR-2000-281, WR-2015-0301, WR-2017-0285 

and WR-2020-0344), New Jersey (WR03070511, WR06030257, WR08010020, 

WR10020149, WR10040260 and WR19121516), New York (Case 04-W-0577, Case 07-
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W-0508 and Case 11-W-0200), Illinois (Docket No 16-0093), Iowa (RPU-2016-002), 

Indiana (Cause No. 45032) and Virginia (PUR-2021-00255). 

Q6. Please describe the purpose of your testimony in this rate proceeding. 

A6. The purpose of my direct testimony is to support and explain Service Company expense. 

 SERVICE COMPANY 

Q7. What services does California American Water obtain from the Service Company?   

A7. The services provided by the Service Company include customer service, water quality 

testing, environmental compliance, human resources, communications, technology and 

innovation, finance, accounting, legal, engineering, supply chain, and risk management 

services.  For example, AWWSC’s Technology and Innovation team provides effective 

day-to-day support for the Company’s operations and systems, as well as solutions that 

are innovative, flexible, scalable, and secure, to meet California American Water’s 

business needs and goals. 

The Service Company also provides a variety of financial and accounting services for 

California American Water, including payroll, human resources data management, utility 

plant accounting, cash management, general accounting and reporting, accounts payable, 

and tax accounting.  The Service Company operates Customer Service Centers (“CSCs”) 

that handle customer calls, billing, and collection activities for California American 

Water and its public utility affiliates.  The CSCs handle customer inquiries and 

correspondence, and process service order requests. 

In addition, the Service Company operates two Field Resource Coordination Centers 

responsible for tracking and dispatching service orders for our field representatives and 

distribution crews.  The Service Company also operates the Central Laboratory (“Central 

Lab”), located in Belleville, Illinois, which employs chemists, lab technicians, analysts, 
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and support employees to perform water quality testing and research.  The Central Lab, 

which is Environmental Protection Agency and state certified, uses state of the art water 

testing equipment to test source water and finished water for American Water’s 

subsidiaries, including California American Water. 

Q8. How do California American Water’s customers benefit from obtaining those services 

from AWWSC? 

A8. California American Water’s customers benefit from the extensive expertise and 

experience of AWWSC personnel.  The Service Company provides access to highly 

trained professionals who possess expertise in various specialized areas and who work 

exclusively for American Water’s subsidiaries.  The Service Company personnel are 

water utility professionals; their background, experience and training are in the area of 

water utility operations.  Furthermore, the size and scope of AWWSC create a unique 

collection of professionals who share knowledge and experience, readily providing a vast 

wealth of intangible benefits to the different state-regulated utilities and their customers.  

California American Water benefits not only from obtaining these services and expertise 

at cost; through the size and breadth of American Water, it has continued to increase its 

purchasing power and has obtained discounts on the equipment used to manage and 

maintain its system – including pipes, fittings, and water treatment chemicals – that 

California American Water otherwise would be unable to obtain if it were a separately-

owned water system. 

Q9. Please explain how the Service Company charges California American Water for its 

services. 

A9. The Service Company provides services to California American Water at cost and 

invoices for its services on a monthly basis.  The Service Company billing system allows 

for direct charges or allocated costs for services provided.  Whenever the Service 

Company costs are identified and relate exclusively to California American Water, the 
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costs are charged directly to California American Water via a Work Breakdown Structure 

(“WBS”) element that specifically charges California American Water with 100% of the 

costs incurred.  The Service Company costs incurred in rendering services that are 

common among affiliates and not exclusive to California American Water are distributed 

via WBS elements that charge the relevant group of companies with the costs incurred. 

Q10. Can you further discuss direct charging of Service Company costs?   

A10. The Service Company personnel are instructed and reminded to direct charge their hours 

or operational expenses directly to an entity when appropriate.  In addition, charges 

associated with the Central Lab and certain charges associated with the CSCs are direct 

charged based on specific volumes of work. 

Q11. Can you further describe how Service Company costs are allocated?   

A11. The Service Company billing includes all of the Service Company costs charged to 

affiliates using Tier One or Tier Two allocation factors.  The Tier One allocation factor 

represents the allocation of costs between regulated, market-based and at-cost affiliates.  

The market-based business represents a small percentage of the total Service Company 

costs.  The 5-year average of the Service Company costs allocated to the market-based 

business is 3.65%.  The allocation factors are based on common cost causal drivers for a 

particular service, and include operating revenues, net property, plant and equipment and 

number of employees.  The allocation is calculated using a varying combination of one or 

more of these allocation factors, which are equally weighted in the calculation.  The Tier 

Two allocation factor is used to allocate regulated company costs to the regulated 

businesses that benefit from the service.  Tier Two factors are primarily based on the 

number of customers served in the immediately preceding calendar year. 

Q12. What level of Service Company expense is California American Water seeking in this 

case and how was it calculated? 
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A12. California American Water is seeking recovery of $15,295,341 for the future test year 

ending December 31, 2024.  To calculate the future test year Service Company expense, 

except for pension and group insurance discussed separately below, the Company used a 

3-year average of the 2019, 2020, and 2021 recorded actual expense, escalated to present 

day dollars using the composite escalation factors from the California Public Advocates 

Office (“Cal Advocates”) monthly Escalation Memorandum as of March 2022.  The 

escalated 3-year average expense of $13,210,959 was then inflated using the 2022 

composite escalation factor from Cal Advocates to determine the 2022 expense.  The 

2022 expense was then inflated with the composite escalation factor for the respective 

period to determine the expense levels for 2023, which was escalated in the same fashion 

to determine the 2024 expense levels.  

Q13. You mentioned that the future test year expense for pension and group insurance was 

calculated differently than the Service Company expense.  Please explain. 

A13. To calculate the pension expense, California American Water used the actual pension 

expense for 2022 and applied the Cal Advocates Escalation Factor of 1.0 (no escalation) 

to determine the 2023 and 2024 expense amounts.  AWWSC pension costs utilize ASC 

715-30 (formerly FAS 87) expense and were based on the actuarial assessment provided 

by Willis Towers Watson.  Group insurance costs includes OPEB, Group Insurance and 

Health Savings Account (“HSA") Expense.  California American Water used the actual 

OPEB expense for 2022 and the projected 2023 expense amounts per Willis Towers 

Watson schedules.  To determine the 2024 OPEB expense, California American Water 

applied the Cal Advocates Escalation Factor of 1.0 (no escalation).  Group insurance 

expense was increased by 5.37%, 5.54% and 5.05% for 2022, 2023 and 2024, 

respectively, reflecting the amounts provided by the company’s consultant AON.  The 

HSA Expense was calculated based on actual expense for 2021 and escalated for 2022, 

2023 and 2024 using Cal Advocate’s standard escalation factors. 
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Q14. Did California American Water consider other methods of calculating the future expense 

for its Service Company expense? 

A14. Yes, California American Water calculated the expense level using a 5-year average of 

actual expense for 2017, 2018, 2019, 2020, and 2021 and a 3-year average of actual 

expense for 2019, 2020 and 2021.  The escalated 3-year average expense was inflated 

using the 2022 composite escalation factor from Cal Advocate to determine the 2022 

expense.  The 2022 expense was then inflated with the composite escalation factor for the 

respective period to determine the expense levels for 2023, which was escalated in the 

same fashion to determine the 2024 expense levels.  This methodology yielded a future 

test year expense of $15,295,341 for the period ending December 31, 2024.  Using the 

same methodology as the 3-year average calculation discussed above, historical dollars 

were escalated using Cal Advocate approved escalation factors.  The 5-year average 

escalated expense for all cost components, except for pension and group insurance, were 

adjusted as outlined above, to determine future test year Service Company expense level.  

This methodology yielded a future test year expense of $15,251,819 for the period ending 

December 31, 2024. 

This methodology yielded a marginally lower expense than the chosen 3-year average 

method described above by approximately $44 thousand.  California American Water’s 

proposed 3-year average methodology is similar to the methodology used by Cal 

Advocate in the last two general rate cases (“GRC”), A.16-07-002 and A-19-07-004.   

Q15. What were the Service Company costs approved by the Commission in D.21-11-018? 

A15. The total authorized AWWSC costs allowed in that decision for the test year were 

$12,753,628. 

Q16. Can you make a comparison between the last authorized and the current proposed 

expense? 
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A16. Yes, the last authorized Service Company expense was $12,753,628 from D.21-11-018.  

For appropriate comparison, this expense amount of $12,753,628 must be escalated 

annually for 2022, 2023, and 2024 with the standard escalation factors and must 

incorporate customer growth factors based off last authorized customer count. This 

results in a comparison expense amount of $15,422,810 for 2024.  California American 

Water’s proposed expense amount of $15,295,341 for the same period is approximately 

1% less. 

 CONCLUSION 

Q17. Does this conclude your Direct Testimony? 

A17. Yes, it does. 


